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following 


REPORT 


The Subcommittee on Agriculture submits the following re port of 
its investigation of the warehousing practices, Commodity Credit 
Corporation. 

In the late spring and summer of 1951, evidence began to develop 
indicating shortages in certain commercial warehouses and elevators 
storing Commodity Credit Corporation commodities. The Agri- 
culture Subcommittee of the House Appropriations Committee, which 
body recommends to Congress each year the limit on the amount of 
corporate funds which can be used for administrative purposes, de- 
cided in August to request an investigation of the matter. In October, 
committee investigators began a check of the Corporation’s ware- 
housing activities. 

Based on the findings of the investigation, the subcommittee has 
conducted extensive hearings. This report and the related record of 
the hearings are released at this time so that the ‘y may be of assistance 
to the Senate Committee on Agriculture and other committees which 
may plan to go into the operations of this organization. 


CCC ORGANIZATION AND ACTIVITIES 


The Commodity Credit Corporation is a Government-owned cor- 
poration originally organized under the laws of Delaware but now 
organized under the laws of the United States. It has the authority 
to buy and sell commodities and to make loans on commodities as 
provided by law, and is charged with the responsibility of providing 
price support for certain agricultural commodities as directed by the 
Congress. Under present law, the support price for the basic com- 
modities, including corn, wheat, cotton, tobacco, peanuts, and rice, 
is 90 percent of the comparative purchasing power of farmers in the 
base period 1909 to 1914. For certain nonbasic commodities the 
support price is 60 percent of the comparative purchasing power for 
the same period. While the Secretary can increase these levels 
encourage production, such increase has been made in only a very 
few instances. 
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In addition to the principal duty of providing price support given 
to the Corporation by its charter, it has been designated as the agent 
of the military in the purchase of commodities for use in other countries 
at various times. In this capacity it has handled lend-lease and 
military purchases of $8 billion. Also, since 1940 it has been desig- 
nated as an agent for foreign aid programs, including the purchase of 
wheat for the International Wheat Agreement, handling $7.3 billion 
in these fields. It also was made responsible for consumer subsidies 
during World War II, at which time it handled approximately $2.1 
billion in such transactions. 

The Corporation through the years has handled many commodities 
in connection with the price-support program. Since its inception, it 
has handled loans and purchase transactions totaling over $14 billion 
with less than $1 billion in losses. 


WARTIME EXPANSION OF INDUSTRY AND AGRICULTURE 


With the beginning of the war there was an urgent demand for the 
expansion of industry and industrial output, and also a great need for 
expansion of the agricultural production of the country. In an effort 
to get industry to enlarge its plant and production, funds were made 
available for such expansion at Government expense. In addition, 
quick amortization over a 5-year period of the cost of enlarging plant 
and equipment was permitted to industry. Through this means the 
industrial output of this country was increased tremendously and 
industry did a splendid job. 

Agriculture and the farmers also were asked to increase their produc- 
tion at this time. In connection with agriculture, however, the only 
assurance given under such expansion was price support based on a 
percentage of the farmers’ comparative purchasing power for the 
base period 1909 to 1914. During the war, agriculture increased its 
production tremendously, an estimated 30 percent. During this 
period not only did the farmer feed the pe ople in this country but he 
supplied our allies with about half of what it took for them to exist. 
There is no way to estimate what this meant to the outcome of World 
War II. The farmers with only this nominal guaranty kept pace 
with industry, and never in the history of the world has there been 
as great an expansion as in industrial and agricultural plant and 
output. ‘ 

POSTWAR RECONVERSION 


Of course, this tremendous expansion to meet our war needs left 
many dislocations at the end of hostilities. For instance, shortly 
after VJ-day over 300,000 contracts with industrial concerns were 
canceled, and at that time the Government paid out approximately 
$6.8 billion to cover the cost of industrial plant expansion, plus a 
reasonable profit. Also, at that time relief from excess profits tax 
for corporations resulted in applications for tax reductions totaling 
nearly $5.6 billion. Further, a large number of Government-owned 
war plants built with Government funds was sold to private corpora- 
tions " considerable reduction below cost. Through September 30, 
1949, real property having a value of $3.9 billion had ‘already been sold 
for around $1% billion. 

On the other hand, no reconversion assistance was given to agri- 
culture, other than the support program of the Government. And on 
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all this operation, both during the war and in the period of reconver- 
sion, the cost of the entire farm price-support program was less than 
$1 billion as compared to the $15 billion expense in connection with 
industrial reconversion. 

Now, since the beginning of the conflict in Korea, we are in another 
period of needed expansion, with grants, loans, quick amortization, 
and firm contracts for industry. Once again we are asking the farmer 
for all-out production with the maximum assurance of only 90 percent 
of his comparative purchasing power for the 1909-14 period. Since 
the price-support program is so essential to this increased production, 
it must be guarded zealously to see that it is operated on a sound and 
honest basis, with as little expense to the Government as possible. 
Price supports are extremely essential in today’s highly organized 
society, with protective tariffs for industry, bargaining power of 
organized labor, and a minimum wage law. However, this fact does 
not justify waste or inefficiency in the Commodity C redit C orpora- 
tion and everything possible must be done to assure the proper 
conduct of its activities and prompt and positive action to correct 
unsatisfactory conditions discovered. 


SIZE OF STORAGE PROBLEM 


The subcommittee has thoroughly considered every case of malfeas- 
ance, negligence or other offense which has come to its attention thus 
far in its investigations and is of the opinion that there is nothing in 
the report of its investigators, the hearings, or this report which re- 
flects upon the price-support program in any way. However, the 
members of the subcommittee do believe that the information de- 
veloped indicates that the organization and operating policies of the 
Maar wen leave much to be desired. 

A discussion of certain disclosures follows. Further reference to 

the printed record of the hearings will provide more complete infor- 
mation concerning all matters presented, 

Inventories held by CCC exceeded $1 billion in the closing months 
of fiscal year 1949 and reached an all-time high of $2.6 billion on June 
30, 1950. Storage of these commodities, which included nearly 400 
million bushels of grain, 3.6 million bales of cotton and 2 billion pounds 
of other commodities required the expansion of commercial warehouse 
facilities as well as the construction of large numbers of Government 
storage bins. At the beginning of the 1952 fiscal year the Commodity 

Credit inventory was valued at more than $2 billion and was stored 
in approximately 15,000 locations, including 3,200 bin sites, 10,200 
grain warehouses and elevators, and 1,600 other facilities. 


STORAGE IN GOVERNMENT-OWNED BUILDINGS, CAMP CROWDER 


During a period of 20 months, CCC paid storage charges in excess 
of $382,000 for the storage of gram in 153 Government-owned build- 
ings at Camp Crowder, Mo. These buildings were leased from the 
War Assets Administration by Mid-West Grain & Storage Co. of 
Kansas City, Mo., at an annual rental of $11,270. The V. M. Harris 
Grain Co., which also stored grain at Camp Crowder, was paid storage 
charges by CCC of $290,335 while paying a total rental to War Assets 
of $16,713. Also, the Emergency Grain Storage Co. stored grain at 
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Forbes Air Base, Kans., for which the Government received rental of 
$23,985 and to whom CCC paid storage charges of $203,448. In 
total, this company received payments from CCC for the storage of 
CCC-owned grain of more than $965,000 over a period of 3 years. 

In defense of this action, officials of the Corporation and the Secre- 
tary stated that they had based their decision on an interpretation of 
that portion of the Corporation’s charter, which reads: 


Nothing contained in this subsection (h) shall limit the duty of the Corporation 
to the maximum extent practicable consistent with the fulfillment of the Corporation’s 
purposes and the effective and efficient conduct of its business, to utilize the usual and 
customary channels, facilities, and arrangements of trade and commerce in the 
warehousing of commodities. 

These officials first took the view that this section prohibited the 
use of Government facilities until all available commercial facilities 
were in use, including buildings which had been leased from the 
Government by private individuals for the sole purpose of storing 
CCC commodities. 

In this connection, the PMA Administrator stated: 

I think that the evidence that we will find in the record of the Commodity 
Credit Corporation indicates quite clearly that the general policy of Commodity 
Credit Corporation was to encourage private industry to obtain these facilities, 
under the feeling that that was whi: at Congress had directed should be done in 
the Commodity Cre dit Corporation charter and, to the extent that was possible, 
to get storage facilities without the ¢ oouaatidiies Credit Corporation itself operating 
the facilities. (P. 33 of hearings. 

Other witnesses explained this was true though the buildings were 
already owned by the Government. 

The subcommittee believes that this interpretation is entirely 
erroneous. It will be noted from the hearings that the Corporation’s 
officers completely contradicted themselves, for they stored 18 million 
bushels of grain in 48 idle Liberty ships under the control of the 
Maritime Commission during the 1949 storage emergency. They also 
testified as to the use of a few facilities directly by the Corporation. 

The subcommittee believes that commercial storage should be used 
as far as is practical in preference to building Government storage. 
However, when Government facilities are already availavle, certainly 
there can be no question about their use, especially in preference to 
facilities leased from the Government for a nominal amount by 
concerns which are not recognized as part of the ‘‘usual and customary 
channels, facilities, and arrangements of trade * * *,” 

After further discussion, justification for this practice of using 
Government facilities leased by private individuals was based on the 
fact that it was no more expensive, and the Corporation had no means 
to equip buildings and operate them. Supporting evidence of this 
claim was not convincing in the subcommittee’s opinion. 

The subcommittee feels that there is no sound basis for inte re ting 
the law to require the policy followed in these cases. Also, is 
believed that such facilities as those involved here, which were buil 
bv the Government, and for which title is retained by the Government, 
should have been tendered to the Corporation before being released to 
private interests. It is recommended that the basic law be amended 
so that the right to reacquire will be reserved to the original Federal 
agency or any other Federal agency in need of the facilities 


SE 
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PREFERENTIAL TREATMENT, KANSAS CITY OFFICE 


An official investigation of the relations between the Lone Star Co., 
of Houston, Tex., and Carl G. Rausch, chief, transportation division, 
Kansas City P MA commodity office, and his assistant, Willard D. 
McCabe, revealed that in contract awards for grain bags, these two 
PMA employees showed official favoritism by (1) informing Lone 
Star of competitors’ low bids; (2) allowing Lone Star to obtain con- 
tracts by meeting competitors’ low bids; (3) awarding one contract 
to Lone Star at a bid higher than other bids on file; (4) informing 
Lone Star of CCC bag requirements in advance of making such 
information available to other dealers; and (5) permitting material 
changes in contracts with Lone Star to the apparent advantage of 
that firm. The investigation also disclosed that gratuities such as 
binoculars and clocks were received by Rausch and McCabe from 
the Lone Star Co. As a result of this investigation, Rausch was 
suspended without pay from duty for 1 month. At present, he is 
serving as chief of the transportation and warehousing branch of the 
PMA commodity office in Kansas City. McCabe was likewise 
suspended for 1 month without pay. 

While the value of the gifts involved in this case are not substantial, 
the testimony presented during the hearings indicates that the offenses 
were a violation rs the regulations of the Department and aa 
warrant a review by the Justice Department for possible violations 
of criminal law. While there was some showing of an investigation 
by CCC as to the tie-in between favors received and the preferential 
treatment given to the Lone Star Co. by these officers, the showing 
was unsatisfactory and would indicate little desire by officials of the 
Corporation to ferret out and prosecute all possible violations. At 
one place, the loss to the Government appears to be $12,500, at 
another $50,000, due to these actions. It is hard for the members 
of the subcommittee to believe that the Lone Star Co. got this special 
consideration for nothing. 

The record also shows that full information coneerning the charges 
against these two employees was not brought to the attention of the 
personnel office of the Department (p. 85 of hearings). The personnel 
officer stated during the hearings that only a portion of the offenses 
had come to his attention and that the punishment was not based on 
knowledge of all offenses committed. Based on this record, it is the 
opinion of the subcommittee that the retention of the two individuals 
involved in this case on the Federal payroll is not justified, even 
though transferred to a different job. 

In considering this case, though it in no way relieves the CCC of 
any responsibility in the matter, it should be remembered that the 
activities involved here were the result of additional purchasing duties 
taken over at the request of the Department of Defense and in no 
way involved the regular price-support activities of the Corporation. 


ACCEPTANCE OF GRATUITIES 


In the Dallas PMA commodity office an investigation revealed that 
15 employees had accepted gratuities from firms doing business with 
that office. Gifts ranged from boxes of fruit and shrimp, raincoats, 
Stetson hats, and Mexican belts with sterling silver buckles to $100 
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gift certificates and trips to expensive dude ranches and fishing resorts 
for employees and their families. One of the above-mentioned em- 
ployees, Stephen G. Benit, Jr., has been recently indicted by a Federal 
grand jury at Fort Worth, Tex., for the acceptance of bribes totaling 
$1,750 from an Oklahoma elevator operator to insure allocation of 
sufficient CCC-owned commodities to keep his warehouse filled. 

With this one exception, the record does not show any granting of 
favors or preference by these employees to the donors of the gifts nor 
does it establish any connection between these gifts and the various 
cases of grain conversion in the Texas area. At the same time it fails 
to show full and complete follow-up by CCC investigators to deter- 
mine whether or not such relationship existed. Information was fur- 
nished the subcommittee indicating that three of the persons involved 
have been removed from office, but it will be noted from the printed 
record of the hearings that removal of two of the offenders came more 
than a vear after discovery of the offenses. 

The subcommittee was astonished to learn that Benit, who is under 
indictment for his part in this case, has been reemployed by the Office 
of Price Stabilization (p. 123 of hearings). There seems to be no 
justification for any such action by the Civil Service Commission and 
the hiring agency. Further investigation of the Federal personne! 
procedures which would permit this to happen appears to be war- 
ranted. 

Evidence of improper action was also discovered in the handling of 
the lease of the Portage Grain & Storage Co. of Madison, Wis., which 
was handled by the Minneapolis PMA commodity office. Adequate 
performance bond was not required on several contracts, no bond was 
required on one lease and no storage contract covering the storage of 
a large quantity of linseed oil at the Badger Ordnance Works was 
required. In connection with this case, an employee of the PMA 
Minneapolis office, Guy W. Cravens, has been discharged for the 
acceptance of numerous gratuities from the owners of the Portage Co. 

In this case, the hearings disclosed a close personal relationship 
between Cravens and an officer of the Portage Company, E. M. 
Rowlands. The record also indicates that Rowlands benefitted by 
this transaction to the extent of receiving 40 percent of the stock in 
the Portage Company plus dividends of $36,357. The statement was 
also made by one of the CCC witnesses that a sizable profit was real- 
ized from the arrangement. In view of these disclosures, and in view 
of the gratuities received by Cravens, it seems to the subcommittee 
that action should have been taken by officials of the Department to 
see that the case was referred to the Department of Justice for further 
investigation as to the actions of all parties involved, including Cravens 
(pp. 58 and 66 of hearings). 


INADEQUATE INSPECTION, ARKADELPHIA, ARK. 


The PMA office in Dallas, Tex., signed a uniform grain storage 
agreement with Southern Grain & Storage Co., Inc., of Arkadelphia, 
Ark., on April 7, 1950, for storage of CCC-owned grain. The net 
worth of the Southern Grain & Storage Co., Inc., at the time of con- 
tract approval was $5,000, of which $600 represented cash in bank, 
and the balance of which had been expended for leasehold improve- 
ments. The total performance bond required from the Southern 
Grain & Storage Co., Inc., was $60,000. This facility was leased by 
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Southern Grain & Storage Co., Inc., on February 1, 1950, and no evi- 
dence exists to show that the operators were either experienced or com- 
petent grain elevator operators. This facility was not inspected by 
either the Dallas PMA office or the State or county PMA committee 
prior to the storage of CCC-owned commodities. 

On July 12, 1950, approximately 179,000 bushels of wheat were 
moved into the facility at Arkadelphia, and under the terms of the 
agreement, the operator became responsible for the condition and 
security of the grain. On October 3, 1950 (less than 90 days after 
the grain was stored at Arkadelphia), Mr. Ross Stuard, grain inspec- 
tor for PMA, Dallas,-was directed to make a routine inspection of the 
condition of wheat stored at.Arkadelphia. His inspection revealed 
the grain to be going out of condition and the operators of the facility 
were so notified. After repeated telegrams, one of the owners of the 
facility came to Dallas for a discussion on the subject. It was finally 
agreed to load out 40,000 bushels of wheat to allow the elevator opera- 
tor space to keep the balance of the grain in condition. This out-load- 
ing was fin: lly comple ‘ted February 4, 1951, after considerable delay 
on the part of the operator and much effort on the part of PMA to 
move the grain. Sewtuaes Grain & Storage Co., Inc., was billec d — 
$9,690.76 as a claim for damage due to poor condition of the 
so shipped. 

Despite the evident irresponsibility of this operator and his failure 
to properly care for grain in storage, no further inspection of this 
warehouse was conducted by PMA from October 1950 until August 10, 
1951, when Stuard was again ordered to inspect grain stored at Arka- 
delphia, as the result of a visit to Dallas PMA Office of a disinterested 
individual who had visited Arkadelphia elevator with the intent of 
purchasing the facility. This prospective purchaser is said to have 
told Dallas PMA officials that the weevils were so numerous at 
Arkadelphia facility that they were working on the exterior of the 
building. This condition is borne out by Stuard’s report of his in- 
spection of the grain, which showed 75 percent average damage 

As a result of this inspection, the Southern Grain & Storage Co., 
Inc., was finally directed to load out all CCC-owned grain at once. 
Although this directive was issued August 24, 1951, the grain was not 
finally all loaded out until November 9, 1951, with the following 
results: 


“al 


Deficiency in quality $114, 665. 95 
Shortage in shipment 18, 863. 87 
Total shortage 133, 529. 82 
Less earned warehouse charges 3, 323. 29 
Total due CCC 130. 206. 53 
Balance due on first shipment 9, 690. 76 
Grand total due CCC ‘ ’ 139, 897. 29 
Bond to cover : 60. 000. 00 
Apparent loss to CCC provided bond is recovered 79, 897. 29 


It appears to the subcommittee that the policy of storing grain in a 
warehouse without prior inspection as was followed in this case was 
one of the principal reasons for the difficulty here. The record shows 
that the Corporation now requires such prior inspection. Another 
reason for the loss in this instance was fact that inspection of the 
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commodity while in storage was extremely lax. The Secretary 
testified that this was due to a lack of sufficient funds to provide the 
necessary inspectors. The record shows, however, that the Congress 
has been quite generous in providing funds for the operation of the 
Corporation, and that no request for additional funds for inspectors 
had been made during this period (p. 24 of hearings). 

The information furnished the subcommittee indicates conclusively 
that the greatest weakness in this case was the failure to follow up on 
the loading-out orders to assure that the grain was protected from 
spoilage. The witnesses before the subcommittee conceded this fact 
and made no effort to defend the administrative inadequacies which 
were evidenced here (p. 20 of hearings). The regional director and 
his assistant in the Dallas office were removed subsequent to these 
disclosures. In the opinion of the subcommittee, this action appears 
proper. 

Here again is an example of the faulty policy of using any type of 
commercial warehouses, including some operated by inexperienced 
persons with no financis al bac king and completely inade ‘quate facilities. 
Such was not intended by the Congress at any time, in the opinion 
of the subcommittee. 


CONVERSIONS OF FLAXSEED 


The first cases of conversion of CCC-owned commodities by ware- 
housemen were developed in early 1949 when it was discovered that 
14 elevators located in the North and Central area had converted 
approximately 30,000 bushels of CCC-owned flaxseed valued at 
approximate ‘ly $150,000. The Government recovered fully on these 
cases, since the warehousemen replaced the flaxseed, forfeited the 
profits realized, and refunded improper storage charges. 

The names and locations of these concerns follow: 


DeWerd Milling Co., Milbank, 8S. Dak. Tower City Grain Co., Tower City, 


Pacific Grain Co., Minneapolis, Minn. N. Dak. 
Lester Hansen Elevator, Kranzburg, Beardsly Grain & Feed Co., Beardsly, 
S. Dak. Minn. 
Sheldon F. Reese Elevator, Aberdeen, Wendell Grain Co., Wendell, Minn. 
S. Dak. Interlake Mill & Elevator, Browns 
Roslyn Elevator Co., Roslyn, 8S. Dak. Valley, Minn. 
Home Grain Co., Granville, N. Dak. L. L. Johnson Elevator, Elbow Lake, 
Victoria Elevator Co., Tokio, N. Dak. Minn. 
Bottneau Elevator Co., Antler, N. Dak. Farmers Cooperative Elevator, Dawson, 
Minn. 


In these cases the record shows that the operators sold CCC flax 
with the right of replacing before it was called for by the Corporation. 
When they received the loading-out orders prese nted by CCC, they 
substituted flax from a different year’s crop of a lower oil content and 
value purchased in another State (p. 151 of hearings). 

The Department contended that they did not take civil or criminal 
action in these cases in view of the size of the claims involved. They 
also contended that the acts committed were not in violation of the 
laws of the States in which the majority of the cases occurred. The 
subcommittee believes, however, that where evidence exists sufficient 
to warrant an investigation, as in this and all other cases reviewed, 
they should be evaluated by the Department of Justice, which is 
charged with responsibility in such matters, as to whether further 
action should be taken in addition to penalties levied. The Depart- 
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ment justified its failure to refer these ¢ ases to the Justice Department 
on an agreement between the Solicitor’s office and that Department. 
In the opinion of the subcommittee, such an arrangement is not in 
kee ping with the spirit of the law. 

The hearings also disclose that CCC executed new uniform storage 
agreements with these same operators and continued to do business 
with them. While the witnesses stated that it was necessary to do 
this in order to have storage facilities for price-support commodities 
in these areas, the members of the subcommittee se ‘riously doubt that 
any justification can be found for dealing with concerns which have 
violated previous contracts with the Government. 


CONVERSION OF BEANS 


In April 1950, an additional conversion case involving pinto beans 
valued in excess of $872,000 was discovered. This conversion had 
been made by Tanner, Ine., of Cortez, Colo., which operated a string 
of elevators in Colorado and New Mexico. One of these elevators 
came under the jurisdiction of the United States Warehouse Act 
Division which is also under the Transportation and Warehousing 
Branch of PMA. Although United States Warehouse Act inspectors 
visited this warehouse at least four times after the conversion had been 
effected, the shortage was not discovered. Investigation reveals that 
the shortage was not discovered due to the fact that the PMA com- 
modity office in Kansas City had returned the United States Ware- 
house Act warehouse receipts (which are required to be used by all 
warehouses licensed under the act) to Tanner, Inc., stating another 
type of warehouse receipt was preferred. It was also ascertained 
that there had been no exchange of information between the Ware- 
house Act examiners and the PMA commodity offices as to storage 
liability. Also, although the terms of the storage contract re quired 
identity preservation of the various lots of beans, warehouse receipts 
issued failed to call for identity preservation. On October 25, 1951, 
a four-count criminal indictment was returned against Harold D. Tan- 
ner charging him with conversion of CCC -owned beans and { falsely 
claiming storage fees while the beans were not in storage. 

Testimony presented during the course of the hearings indicates 
several weaknesses in the handling of cases of this type. In the first 
place, the examinations made under the Warehouse Act do not give 
the Government complete protection. In this connection the follow- 
ing statement was placed in the record: 

The storage liability over and above that represented by United States Ware- 
house Act receipts can be determined only by statements made by the warehouse- 
man or through records made available for examination by the warehouseman. 
The examiners do not perform a complete audit of warehouse records and ther 
fore have no protection against inaccuracies in the records or against false or 
misleading information given by the warehouseman. P. 177 of hearings 

The other weakness which is apparent here is the manner in which 
the warehouse receipts were handled. Nothing was placed in the 
record to show that any corrective action had been taken as the 
result of this case. Since this factor was the primary reason for the 
irregularities discovered here, it appears to the subcommittee that 
steps should have been taken to correct this practice immediately. 

It should also be noted that the record is silent as to why there is 
no exchange of information between the Warehouse Act examiners 
and the PMA commodity offices relative to storage liability. 
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OTHER CONVERSION CASES 


Other huge conversions were soon discovered. When the Chicago 
PMA Commodity Office issued a loading-out order to the Spellman 
Feed & Grain Co. of Rochelle, Ill., it was revealed that the warehouse- 
man had converted CCC-owned corn valued at approximately 
$300,000. In Ashburn, Ga., another elevator operator, H. G. Wil- 
liams Feed Mills, was found to have converted 28,173 bushels of 
Government-owned corn valued at approximately $54,000. In Colo- 
rado Springs, Colo., the George D. Bates Co. was discovered to have 
converted wheat at a value in excess of $365,000. 

It appears from the record that these conversions were made pos- 
sible by lack of inspection of the facilities prior to contracting for 
storage and of the commodities during the period of storage. The 
subcommittee understands that a recent change in regulations has 
instituted inspections of facilities prior to placing commodities in 
storage. Further steps must be taken, however, to provide for inspec- 
tion of commodities while in storage. 

In connection with the Spellman case, the hearings developed that 
no bond had been required (p. 114 of hearings). Even though this 
shortage was discovered in July of 1951, none of the CCC witnesses 
were able to explain why this had occurred. Thev were frank to 
admit that it was undoubtedly a case of premeditated conversion. 
The subcommittee cannot understand why CCC officials were not 
aware of the circumstances in this case, since it is obvious that cor- 
rective action is needed in the matter of requiring bonds. 


TEXAS CONVERSION CASES 


In the face of this rash of conversion cases, in June 1951, officials 
of the PMA Office of Audit upon their own initiative determined to 
audit a representative number of grain warehouses in the area served 
by the Dallas, Tex., PMA Commodity Office to determine the extent 
of conversion of CCC-owned grain. This program was inaugurated 
on or about July 1,1951. In the first 136 elevators audited, shortages 
were found to exist in 51 elevators, or better than 37 percent of the 
elevators examined. Shortages discovered to date total 629,305 
bushels of wheat and 84,488,500 pounds of grain sorghums valued at 
approximately $3,820,000. A list of the warehouses and shortages 
involved in these cases follows: 


Admitted or known conversion cases 


Estimated dollar shortage 


Facility and location 


: Grain sor- rf 
Wheat RCO Potal 
ghums 

Shannon Elevator, Sudan, Tex $99, 280 $769, 881 $869, 161 
E. & S. Bonded Warehouse, San Antonio, Tex-_.-- . . 0 | 153, 603 153, 603 
Henderson Grain & Storage, Farwell, Tex ss the 563, 672 388, 118 751, 790 
Plains Grain & Storage, Pantex (St. Francis), Tex 190, 905 200, 462 391, 367 
Hollenstein Bros. Elevator, Umbarger, Tex 69, 056 0} 69, 056 
H. J. Hughes Grain Co., Panhandle, Tex 6, 975 0 6, 975 
Everetts Grain Co., Vega, Tex ; 243, 653 0 243, 053 
Total with doce . 972,941 | !1, 512, 064 1 2, 485, 005 

1 In addition to the above shortages on which settlements have not been made, the records of PMA— 


C show there was a difference of $119,188 in the grain sorghums account of Meekins Warehouse & Storage 
)., Corpus Christi, Tex. The company has repaid the sum of $126,107.12 to cover the shortage, plus un- 


cc 
% 
-arned storage, tonnage substitution, and other charges to be determined at a later date. 





COMMODITY CREDIT CORPORATION WAREHOUSING PRACTICES l] 


Shortages— Status undetermined 


Estimated dollar shortage 
Facility and location 


Grain 
Whe ot 
V heat sorghums Potal 


San Angelo Wool Co., San Angelo, Tex 0 








$25, 305 
Lemon Grain Co., Booker, Tex $40, 924 0 
Gray County Wheat Growers, Pampa, Tex 2,018 0 
Barnett Elevator Co., White Deer, Tex &. 752 ( 
Rock Island Grain C o., Fort Worth, Tex 13, 736 
Fisher Grain Co., Woodward, Okla 6, 032 0) 6, 032 
Burrus Mill & Elevator Co., Fort Worth, Tex ( $1, 683 $1. 683 
Etter Grain, Etter, Tex 15, 21 0 15, 211 
Rhome Milling Co,, Rhome, Tex 1, 278 0 1, 278 
E. B. McNeil Grain Co., Thomas, Okla 157, 569 ( 57, 56! 
Nelson Grain Co., Claude, Tex 17,2 ( 17, 236 
A&B pees <0. Ban Antoni », Tex { 10, 558 10, 558 
Great West Mills, Fort Worth, Tex 218, 4 218, 453 
Consumers Fuel, ¢ my. ym, Tex 69 6, 697 
Total 262, 75t 02, 696 565, 452 


In addition to the listed cases, there are 29 other establishments in 
which a shortage is known, or believed to e ‘xist, involving an estimated 
value of $651,330—$413,897 in wheat and $237,433 in grain sorghums. 

[t appears from the testimony presented to the subcommittee that 
the two factors contributing to these shortages were the lack of inspec- 
tion, both prior to and during storage, and the failure of responsib le 
officials to see that a close follow-up on loading-out orders was main- 
tained. Information furnished the committee indicates that few of 
these facilities had ever been inspected by a PMA representative. 
Information placed into the record also discloses that loading-out 
orders were frequently not followed up for as much as 6 months and 
that they were extended, amended, and even canceled without appar- 
ent justification (pp. 102 and 183 of hearings). 

While the two top officials of the Dallas office have been removed, 
the subcommittee feels that further attention must be given to cor- 
rective measures in this office, since the practices which were allowed 
to exist are an open invitation to conversion. 


CONVERSION OF BARLEY, LEMOORE, CALIF. 


In December 1948, the PMA Commodity office in San Francisco 
received a letter from a Hanford, Calif., attorney alleging wholesale 
conversion of CCC-mortgaged barley by the Lemoore Grain & Storage 
Co. of Lemoore, Calif. Investigation disclosed total conversions in 
excess of $766,000 which included the barley of four large producers 
which was mortgaged to CCC for approximately $225,000. The in- 
vestigation further revealed that the barley of two of these producers 
was not eligible for price-support loan and that two county PMA com- 
mittees had been guilty of gross negligence in their handling of the 
loans. On one loan a PMA inspector did visit the facility but did not 
inspect the grain or place the CCC seal on the bin allege «d to contain 
the grain on which the loan was approved. On the other three loans, 
no visits to the facility were made by PMA inspectors. The ware- 
house foreman was allowed to bring grain samples to the PMA office, 
and no CCC seals were placed on the bins containing the barley which, 
under CCC regulations, was required to be stored on an identity- 
preserved basis. In addition, producers were allowed to retain in 
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their possession the warehouse receipts which should have been sur- 
rendered to CCC as collateral on the CCC price-support loans. The 
owner of the elevator was indicted and convicted on a State charge of 
grand theft and sentenced to from 1 to 5 years in the State peniten- 
tiary. CCC has filed claims totaling $225,000 with the referee in bank- 
ruptey appointed to liquidate the assets of the fac lity but prospects 
of any appreciable recovery seem slight. 

While CCC witnesses admitted to the subcommittee that an 
improper certificate had been issued in this case, they also admitted 
that they had no knowledge of any action to remove the negligent 
persons who helped make this shortage possible. The Administrator 
of PMA stated the following during the he arings: 

There is no evidence that there was any collusion, There is defi- 
nitely evidence that there was a complete disregard of procedure and carelessness 
and negligence on the part of the county committees in certifying, when they had 
no knowledge, apparently, whether the grain was there or not. They didn’t 
even go and look. No action was taken to remove them, either. I don’t know 
whether they are serving now or not, as we have not had time to check into 
that.”’ 

Since this shortage was discovered in December 1948 it is hard for 
the a to understand why this information is not available, 
over 3 years later. In the opinion of the subcommittee, this is 
further ev nai nce of lack-of effort to get to the bottom of these matters 
and take positive action to correct the causes and prevent their 
reoccurrence (p. 197 of hearings). 

An adequate explanation as to whvr civil action has not been taken 
by PMA to recover against the two producers whose barley was 
determined to be ineligible for price-support loans ¢ould not be 
obtained, 3 years after the loss was discovered. The subcommittee 
is convinced that this lack of positive and aggressive action on cases 
of this type has contributed materially to the amount of conversion 
that has taken place. 


CONVERSION OF WHEAT, GALVESTON, TEX. 


Other attempts by elevator operators and grain companies to 
defraud the Government have been disclosed. For example, in 
September and October 1949, CCC purchased 425,000 bushels of 
No. 3 mixed wheat from three Midwest grain companies, the Valley 
Grain Co., the Pillsbury Mills, and the Ismert Hincke Milling Co., 
all of Kansas City, for shipment overseas to meet bread-grain com- 
mitments. This wheat was purchased on an “in store” basis in the 
Galveston Wharves, Galveston, Tex. At the time of each purchase 
by CCC the superintendent of the terminal facility, W. F. Weatherly, 
apparently certified to CCC that each vendor had stocks of wheat, 
adequate both as to quality and quantity, ‘“‘in store” in the elevator, 
and that transfer of title to CCC had been made on the official records 
of the elevator. An investigation revealed that the vendors at the 
time purchase contracts were consummated did not have in the ele- 
vator the grain called for in the contracts, and that the terminal 
elevator attempted to deliver out-of-condition wheat graded as 
‘garlicky and unfit for human consumption” in fulfillment of the con- 
tracts. CCC rejected this wheat and sold it for the account of the 
vendors. Suit has been filed in a Texas Federal Court against the 
three vendors and the municipality operating the terminal facility for 
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$1,000,980. The sum of $853,638 is available .as a credit against the 
judgment requested since this amount was realized by CCC from the 
sale of the out-of-condition grain. As will be noted from the above 
figures, the net loss established to the Government is $147,342. 
Although this case has been submitted to the Justice Department 
for consideration, no criminal action has been initiated, insofar as is 
known. The subcommittee was unable at several points in the hear- 
ings to obtain from the CCC witnesses positive evidence of false repre- 
sentation by the superintendent of the warehouse (p. 202 of hearings). 
CONVERSION OF RICE, CALIFORNIA RICE GROWERS 


One of the most serious PMA fraud cases uncovered was first dis- 
closed by an FBI investigation. In an investigation of the Rice 
Growers Association of California, Sacramento, Calif., for possible 
violation of antitrust statutes, FBI agents discovered that in 1949 
the association had delivered to CCC under the 1948 rice-purchase 
agreement approximately 60,000,000 pounds of rough rice, 45,300,000 
pounds of which was not the property of the association and therefore 
not eligible to receive the Government support price. Evidence dis- 
closed this fraudulent action had been taken to “bail out’ certain 
California rice mills which found themselves with large stocks of 
inferior quality rice at the end of the 1949 rice season. Loss to the 
Government is estimated to be $731,221, which represents the differ- 
ence between what CCC paid for the ineligible rice plus storage and 
handling charges and what was obtained from the sale of this rice to 
the United States Army. On March 16, 1951, an indictment was 
returned by a Federal grand jury in San Francisco against the Cali- 
fornia Rice Growers Association and its chief officers charging among 
other things that the association and its officers had been guilty of 
defrauding the Government by selling 39,500,000 pounds of mulled 
rice (the rough rice having been milled at PMA expense) to CCC 
between May and October 1949, and that the Government had been 
cheated by the use of false bills of lading. Bills of lading were drawn 
to make it appear that this rice came from cooperatives which had a 
legal right to price support through CCC. 

The record discloses (p. 213 of the hearings) that both the Deputy 
Director of the PMA Grain Branch and a special consultant to the 
PMA Administrator (also a director of the Rice Growers Association) 
were closely involved in the negotiations in this case. While the sub- 
committee has received no evidence which would prove that either of 
these officials knew that this rice was ineligible for price support, 
the evidence indicates that practically no effort was made by CCC 
officials to look into this possibility. The subcommittee is not 
interested in seeing any innocent person prosecuted unjustly. It is 
interested, however, in seeing that these relationships are fully investi- 
gated in all cases as a protection to the price-support program. In the 
subcommittee’s opinion there is no other way to satisfactorily answer 
criticisms of the program which are based on situations of this kind. 

While it does not relieve the Corporation of its responsibility in any 
way, this is another instance where the Corporation was engaged in 
the purchase of a commodity for the military and not conducting a 
normal price-support activity. 
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CONCLUSIONS AND COMMENTS 


In the opinion of the subcommittee, millions of dollars of unneces- 
sary expense has been incurred by the Corporation because of its 
erroneous interpretation of that section of the Corporation’s charter 
dealing with the use of commercial storage facilities. The language 
specifically added by amendment in the House of Representatives 
‘‘Nothing contained in this subsection (h) shall limit the duty of the 
Corporation to the maximum extent practicable consistent with the 
fulfillment of the Corporation’s purposes and the effective and efficient 
conduct. of its business to utilize the usual and customary channels, 
facilities, and arrangements of trade and commerce in the warehousing 
of commodities” certainly reserves to the Corporation the right to 
conduct its business in the most efficient and economical manner. 
Even in the absence of such amendment, in the opinion of the sub- 
committee, the Corporation, Government-owned, had the right to 
use Government buildings and bins for its storage, but in view of the 
amendment there can be no question but that the Corporation had 
such right. No one desires that CCC build storage facilities to put 
commercial warehouses out of business. On the other hand, there can 
be no justification for leaving a very high percentage of existing Gov- 
ernment storage bins vacant and, at the same time, utilizing marginal 
and even inadequate commercial space. It is the belief of the mem- 
bers of the subcommittee that this unrealistic policy decision is the 
primary cause of the storage difficulties being encountered by the 
Corporation. 

In the opinion of the subcommittee, there can be no justification for 
securing storage space at full rates in Government-owned facilities 
through third parties who have leased the space from the Government 
for nominal amounts for the sole purpose of storing CCC commodities. 
According to the information furnished for the record, approximately 
109 of the storage facilities used by the Corporation during 1949 and 
1950 were surplus Government facilities leased to private individuals 
or corporations. The Camp Crowder case is an example of this type 
of arrangement. It was testified that under existing law these 
buildings could be returned for the use of the Government only in 
the event of a national emergency. However, nothing in the record 
shows any effort by the CCC to get any Government facilities at the 
time they became surplus nor does it show any attempt to obtain 
use of facilities through revocation of the original lease. It appears 
to the subcommittee that this practice has resulted in bringing into 
the storage business a number of marginal storage concerns, with 
whom many of the Corporation’s difficulties have been. The sub- 
committee believes that surplus buildings belonging to any branch 
of the Government should be released to private concerns only after 
tendering them to all other agencies which may need them, including 
CCC, and on the condition that the »y can be reclaimed for any govern- 
mental use by the same or other Federal agency, regardless of whether 
or not a national emergency exists. 

Evidence placed in the record indicates that the failure of commer- 
cial concerns to agree in advance to provide the Commodity Credit 
Corporation with sufficient space to store its commodities, has resulted 
in the construction of more Government storage bins than otherwise 





COMMODITY CREDIT CORPORATION WAREHOUSING PRACTICES 15 


might have been necessary. During several recent years when 

expected bumper crops have not materialized, a very high percentage 
of this Government storage space has been left vacant in favor of 
these same commercial concerns. It is the opinion of the subcom- 
mittee that commercial storage should be guaranteed to CCC at some 
reasonable date in advance, after which time the Corporation should 
be free to use Government space to the extent most practicable. 

The record of these hearings will show that the Department officials 
have been slow to adopt proper regulations and have not been prompt 
in following up to see that regulations are carried out. The record 
will also show that, even after shortages and other failures were 
discovered and brought to their attention, these officials were content 
to recover losses incurred and were not as interested in pursuing the 
matter as fully as they should have been. 

Since the Corporation apparently can recover most of its losses from 
those who have bought commingled grain from the defaulting ware- 
houses, the eventual losses to the Government will likely be much 
less than the amount of shortages. The people in the business who 
are responsible will have to pay, of course. The warehousing trade 
should assist the Department in dealing with those members of the 
industry who have engage? in sharp “and unscrupulous practices. 
There is no doubt but that the actions of these individuals have dis- 
rupted the entire industry in the areas affected. This whole condition 
is upsetting to the trade and points up the fact that the trade has a 
real self-interest in helping to protect the Corporation from unscrupu- 
lous dealers. These unscrupulous dealers have not only caused the 
Government loss but have caused other losses to the trade generally. 

In several instances it appears from the record that CCC employees 
have been assigned to positions which do not fit their qualifications, 
even though these persons may be well qualified for other types of 
work. In the opinion of the subcommittee there should be an over-all 
review of this matter. Personnel people should be engaged in person- 
nel work, warehousemen should be in warehousing jobs, and so on 
throughout the Corporation. Indications are that this practice may 
come from efforts to give to certain employees jobs with higher ratings 
than exist in their special field. 

The subcommittee also believes that there should be further study 
of the problem of whether or not there should be a larger unit of 
permanent Corporation employees to supervise PMA employees 
while assigned to work for the Commodity Credit Corporation. 

Since many of the conditions which have developed can be attrib- 
uted to administrative weaknesses within the Department, the sub- 
committee believes that (a) the Office of Audit and the Office of 
Compliance and Investigation should be made an independent unit 
and responsible directly to the head of the price-support program, 
(6) there must be a more rigid and frequent inspection of storage 
facilities and commodities stored, as well as closer scrutiny of the 
financial position of the private warehouses and storage elevators 
handling CCC commodities, (c) storage rates should be reexamined to 
take into account quantity of commodity stored and adequacy of 
facilities furnished, (d) a system must be established which will assure 
rigid follow-up on loading-out orders, (e) all cases where fraud or 
bribery might possibly be involved should be referred to the Depart- 
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ment of Justice for investigation and determination of future action, 
and (f) more adequate inspection and maintenance of Government 
storage bins to preserve them for possible future need must be pro- 
vided. 

The subcommittee was disappointed that more direct and complete 
information was not furnished by Department witnesses in many 
cases. For example, CCC officials failed completely to furnish the 
committee with information to indicate the extent to which Govern- 
ment storage bins have been used. Information developed by the 
committee investigators indicated that a good percentage of the stor- 
age bins have never been utilized. CCC witnesses explained to some 
extent the causes of such situation, but failed to furnish information 
to clearly establish the extent of vacancy. <A review of the printed 
record will reveal many other instances where witnesses did not have 
information available which would obviously be requested during the 
hearings. Even after several requests for complete facts on each 
case discussed, data on some is still incomplete. While the subcom- 
mittee is not inferring that any attempt has been made to withhold 
information, it does appear that experienced officials who have had 
previous experience as witnesses before congressional committees 
could have made a more complete presentation of the facts in these 
cases. 

Copies of hearings and of this report are being furnished to the 
other congressional committees having to do with the Commodity 
Credit Corporation’s operations for their consideration in connection 
with their work with the Corporation. The subcommittee expects to 
continue its investigation of CCC operations in this and other areas 
in cooperation with these other committees. 


O 





